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Abstract: China's reserve assets, the world's largest, appear sufficient for dealing with any short-term
shocks though they tend to obscure the medium- and long-term hard constraints faced in an open economy.
This article argues that China's exchange rate mechanism faces a shift in terms of short-term debt service
pressures and changes in the structure of its medium- and long-term international investment positions. Using
France as an example, the article reviews the process of moving from a managed float to a clean floating
exchange rate, specifying the complementary domestic fiscal, monetary and financial policy reforms that need
to be undertaken simultaneously. Finally, based on an alignment of China's foreign exchange management with
fiscal and monetary policies, the article points out that moving toward a floating exchange rate is an inevitable
choice for more efficient use of the attributes of international markets.

Keywords: Exchange Rate Mechanism, Balance of Payments Account, International Investment

Position, Fiscal Policy, Monetary Policy
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